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For all the talk about demand destruction 
in recent months, the real story in North 
American oil markets is going to be supply 
destruction. And that could soon dwarf the 
modest declines in gasoline and other oil 
product demand that we have seen, and are 
likely to continue to see in the future. 

What was once viewed as America’s best 
hope for greater energy self-sufficiency is 
once again threatened by stormy weather. 
Only three years after hurricanes Katrina 
and Rita devastated Gulf of Mexico oil and 
gas production, an emerging hurricane is 
tracking another potentially lethal swath 
through America’s energy heartland.

Whether Gustav ultimately lives up to its 
hurricane billings and sidelines production 
like Rita and Katrina remains to be seen, but 
its very presence in the rig-dotted region 
underscores the vulnerability of US domestic 
crude supply to climate change. 

Just as America has come to rely more and 
more on Gulf production to offset steadily 
declining production from Alaska and the 
lower-48 states, the frequency of high grade 
storms (class 3 to 5 hurricanes) in the region 
has nearly doubled in recent years. America’s 
one and only source of production growth 
could be shut down again and the price 
impacts would be severe.

With both crude and total oil product 
inventories running significantly lower 
than they were when either Katrina or Rita 
sidelined Gulf oil production, both oil and 
gasoline prices are more exposed to potential 
storm-related supply disruptions than they 

were three years ago. A comparable hit to 
production could easily send gasoline prices 
to new record highs, with pump prices 
rising to $5/gal, and send natural gas prices 
spiking as well.

While supply disruptions, and attendant 
price hikes, will be temporary, there will 
be lasting impacts from hurricane damage 
on future supply growth, as there have 
already been from the 2005 storm season. 
Protracted multi-year delays to marquee 
projects like BP’s Thunder Horse have meant 
that new production has grown at a fraction 
of earlier projections for the region and 
has lagged well behind rapid double-digit 
depletion rates that are characteristic of 
offshore fields. 

The net result has been a multi-year and 
likely irreversible, decline in oil production 
from the region. Already down some 
300,000 barrels per day from its pre-Katrina 
peak, Gulf of Mexico production is likely to 
lose another 200,000 barrels over the next 
five years (see pages 4-8).

Unfortunately, that won’t be the only bad 
news coming from the Gulf of Mexico 
insofar as US oil supply is concerned. The 
flow of some one-and-a-quarter million 
barrels per day of oil from Mexico is likely 
to vanish over the same time period as its 
giant Cantarell field continues to deplete at 
a 30% annual rate. 

There is no debate that at today’s oil prices US 
demand will continue to fall. The question is 
whether demand destruction can keep pace 
with the destruction in supply.

“There is no debate 
that at today’s oil 
prices US demand 
will continue to 
fall. The question 
is whether demand 
destruction can 
keep pace with 
the destruction in 
supply.” 

Supply Crunch
by Jeff Rubin

August 29, 2008
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MARKET CALL

INTEREST & FOREIGN EXCHANGE RATES

The bond market is hoping for a rate cut or two from the Bank of Canada before year-end, drawing an 
analogy to eases expected in Australia and the UK. But overnight rates are already at much more stimulative 
settings in Canada than overseas, and there’s not much economic slack to cushion against inflation risks. We 
continue to expect the next move will be a hike in 2009, the start of a 100-bp tightening round.

We slightly pushed back the timing of a first Fed hike into Q1 2009, but still see the market as being far 
too complacent about the risks of a sharp tightening cycle next year. Indeed, the Fed minutes show some 
members don’t even think that they can wait that long, even while agreeing that growth will weaken in the 
second half. Modest job growth will be enough for a hawkish turn, sacrificing the strength of an economic 
rebound next year to contain what will be 6% headline inflation when energy prices set new highs.

We had projected a retreat by the euro, sterling and Australian dollar in 2009, looking to Fed hikes to 
narrow the interest differentials that had been key to those currencies. Instead, prospects for overseas easing 
in response to cooler growth pushed that move into August. But it’s hard to see the US dollar going on a 
sustained rally, given a still-huge non-energy trade deficit and America’s reliance on exports for much of the 
growth it has been seeing. Canada’s huge current account surplus should still allow the C$ to trade well 
through parity next year.

•

•

•

2008 2009

END OF PERIOD: 28-Aug Dec Mar Jun Sep Dec

CDA Overnight target rate 3.00 3.00 3.25 3.50 4.00 4.00
98-Day Treasury Bills 2.41 2.75 3.20 3.35 3.75 3.70
Chartered Bank Prime 4.75 4.75 5.00 5.25 5.75 5.75
2-Year Gov't Bond (2.75% 10/10) 2.74 3.30 3.85 3.95 4.30 4.35
10-Year Gov't Bond (4.25% 06/18) 3.50 3.80 4.00 4.10 4.35 4.40
30-Year Gov't Bond (5% 06/37) 4.00 4.20 4.30 4.30 4.60 4.65

U.S. Federal Funds Target 2.00 2.00 2.25 3.00 3.75 4.00
91-Day Treasury Bills 1.74 1.85 2.15 2.65 3.50 3.60
2-Year Gov't Note (2.375% 8/10) 2.38 2.45 2.85 3.20 3.85 4.00
10-Year Gov't Note (4% 08/18) 3.79 4.00 4.35 4.40 4.60 4.65
30-Year Gov't Bond (4.5% 05/38) 4.38 4.55 4.75 4.75 4.80 4.90

Canada - US T-Bill Spread 0.67 0.90 1.05 0.70 0.25 0.10
Canada - US 10-Year Bond Spread -0.29 -0.20 -0.35 -0.30 -0.25 -0.25

Canada Yield Curve (30-Year — 2-Year) 1.26 0.90 0.45 0.35 0.30 0.30
US Yield Curve (30-Year — 2-Year) 2.00 2.10 1.90 1.55 0.95 0.90

EXCHANGE RATES — (US¢/C$) 95.1 97.6 101.5 105.3 102.0 101.5
— (C$/US$) 1.051 1.025 0.985 0.950 0.980 0.985
— (Yen/US$) 110 108 102 97 96 94
— (US$/euro) 1.47 1.45 1.48 1.49 1.47 1.42
— (US$/pound) 1.83 1.80 1.80 1.84 1.84 1.79
— (US¢/A$) 85.5 88.0 90.0 91.0 92.0 93.0
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STRATEGY AND EARNINGS OUTLOOK

•

•

•

The last time US headline inflation hit 6%, a pace we are currently projecting, money market yields were 
triple and 10-year rates twice today’s levels. That makes us unenthusiastic about fixed income assets. We 
have consequently moved to trim our bond exposure by a point this month, shifting the proceeds into 
cash.

Does West Texas’ recent pullback mark the end of oil’s five-year bull market, as some observers loudly 
assert? Or is it just a detour on the road to still higher prices? Without meaningful oil production growth, 
more overseas drivers mean fewer in North America. The past year’s drop in daily US crude demand is just 
a third of the reduction that we believe will be needed over the next four to five years to free up capacity 
to fill the gas tanks of millions of new motorists in places like China and India, and meet the Middle East’s 
own exploding demand for subsidized electric power.  That and potential storm damage to US oil and gas 
production (see pages 4-8) should give a lift to Canadian energy stocks.

Gold is a longstanding inflation hedge and our analysis suggests the same holds true for gold shares. We 
consequently added a point of weight to that sector this month. 

Source: Thomson First Call, CIBC WM
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Health Care 27.5 14.2 35.8 -12.9 18.8

Industrials 40.7 76.9 1.2 78.2 14.8

Materials 14.0 17.1 14.1 -7.3 14.9

Utilities 17.9 -6.5 58.4 2.1 19.9

Consumer Staples 3.1 0.3 -2.6 0.4 15.5

Financials 3.7 19.7 -6.1 14.8 11.5

Info Tech -41.4 51.6 155.5 53.7 30.6

Consumer Discretionary 5.3 28.9 -38.7 -23.8 20.3

Telecom Services 5.9 30.8 28.4 -8.7 16.8

TSX Composite 31.2 13.2 10.4 24.0 13.3
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TSX -  Earnings Outlook & Forward PE

PE
4-qtr Fw dOperating Earnings

(% ch)

ASSET MIX (%)
Benchmark

Strategy Rec-
ommendation

Stocks 53 53
Bonds 38 35
Cash 9 12
GICS SECTOR EQUITIES (%)
Consumer Discretionary 3.7 0.7
Consumer Staples 2.3 2.3
Energy 30.4 37.9
Financials 27.3 24.8
 -Banks 15.4 13.4
 -Insur., REITs, other 11.9 11.4
Healthcare 0.4 0.4
Industrials 5.4 2.9
Info Tech 5.2 5.2
Materials 19.0 22.0
 -Gold 7.4 9.4
 -Other Metals 5.2 5.2
 -Chemicals 5.8 6.8
Telecom 4.8 2.3
Utilities 1.6 1.6
Note: Bold indicates recommended overweight.
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Stormy weather in the Gulf of Mexico is once again 
threatening both oil production and refinery capacity 
in America’s energy heartland. And with both oil and 
gasoline inventories much lower than when Katrina and 
Rita hit, the price consequences could be even worse 
this time. Any replay of the 2005 storm season could see 
gasoline prices soar to $5 per gallon. 

More importantly they would all but signal a death knell 
to the hopes of lessening American dependence on 
foreign oil. Until hurricanes ravaged production, the Gulf 
of Mexico was the only source of new supply growth. 
And now even that seems to have come to a halt.

Output Still Well Below Pre-Katrina Peak

In 2005, the two killer storms, Katrina and Rita, dealt a 
lasting blow to hopes that Gulf production could counter 
the inexorable decline of land-based production in the 
lower 48, and ever-increasing reliance on imports. Almost 
three years after the storms, Gulf oil output is still 20% 
below its pre-2005 peak (Chart 1). And even with the 
recent opening of the much delayed Thunder Horse field, 
production is still nearly a million barrels per day below 
earlier projections by the US Department of the Interior 
prior to Katrina.

Drilling in Stormy Waters
by Jeff Rubin and Peter Buchanan

Chart 1
Only Gulf of Mexico Oil Production Has Risen 
in Last 15 Years
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While the oil industry was quick to characterize Katrina 
and Rita as freak events, a growing body of opinion points 
to more frequent and protracted storm-related disruptions 
in the Gulf region. The official US weather agency, 
the National Oceanic and Atmospheric Administration 
(NOAA), has now joined other climatologists in warning 
that the “strongest hurricanes in the present climate 
may be upstaged by even more intense hurricanes over 
the next century, as the earth’s climate is warmed by 
increasing levels of greenhouse gases in the atmosphere”.1 
These warnings follow a disturbing trend that has seen 
the percentage of Atlantic hurricanes reaching the most 
dangerous 3 to 5 level on the Saffir-Simpson scale nearly 
double over the last 20 years (Chart 2).

Unusually active storm activity in July, warm water 
temperatures and a current multi-decade high in the 
Atlantic storm cycle, led the NOAA to further heighten 
the odds of a bad hurricane season in early August 
(Chart 3). Whatever the cause, the recent rise in storm 
activity (Chart 4) has very troubling implications for US 
energy production. Only deepwater Gulf oil production 
has increased in the last 15-20 years among all domestic 
US sources of domestic supply.

Chart 2
Major Atlantic Hurricanes Twice as Common
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Tight US Inventories Heighten Price Risk From 
Weather Disruptions

While weather conditions broadly resemble those in 
the summer of 2005, leaner domestic oil inventories 
(Chart 5) could amplify the effect on prices of any 
lasting interruption in supply or refinery capacity. US fuel 
storage tanks were fairly full when Katrina roared onto 
the weather radar, with total crude and total oil product 
inventories, including gasoline, at the top of their 5-year 

Chart 3
Chances Have Risen for a Worse-Than-Normal 
Hurricane Season

Chart 4
Active Phase of Atlantic Multi-decade Cycle 
Amplifies Hurricane Threat

Chart 5
US Oil Inventories Tighter Than in 2005

ranges. Today they sit near the bottom of the normal 
seasonal range. Excluding conflict-torn countries like 
Nigeria and Iraq, the world has about 2 million bbl/day 
of spare production capacity, but virtually all of it is heavy 
crude, a very poor substitute for light Gulf of Mexico 
grades. 

While previous hurricanes have caused equipment 
damage and production losses, the toll has increased 
in recent years. The top five hurricanes, in terms of lost 
production, have all occurred in the last half-decade 
and their impacts are becoming more lasting. Three 
months after Katrina and Rita hit, nearly 40% of Gulf oil 
production was still shut in. Together, Katrina and Rita 
damaged 167 offshore platforms and 183 pipelines. 

The unprecedented 100 million barrels of shut-in from 
those storms (Chart 6) does not even begin to count 
longer term losses due to delays of as much as three to 
four years in bringing new fields, like Thunder Horse, 
online. They also took offline as much as a quarter of the 
nation’s refinery capacity, 40% of which is located in the 
Gulf states. 

When oil prices jumped by 10% to a record $70/bbl 
in Katrina’s wake, gasoline prices zoomed even more 
sharply, from just over $2/gal to well over $3/gal. Crack 
spreads—the difference between the cost of a barrel of 
oil, and the value of the products it can be refined into 
such as gasoline—leaped to the $40-50/bbl range, as 
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storm outages strained refinery capacity (Chart 7). That 
alone added 75 cents or more, to the cost of a gallon of 
gasoline. Wider retail margins on crude shortage fears 
added 20 cents and the increase in oil prices themselves 
added another 20 cents.

Crude oil prices account for about three-quarters of the 
retail price of a gallon of gasoline. Given tighter supplies 
and lower inventories, it wouldn’t take as large a supply 
shock today to cause a comparable pump price jolt as we 
saw in 2005. 

Chart 7
Crack Spreads

A percentage-point decline in inventories has historically 
been associated with a 0.6% rise in the price of West 
Texas Intermediate. That ratio suggests that the likes of 
another 50-60 million barrel inventory draw, like we saw 
from Katrina or Rita, could raise oil prices by about $10/
bbl. And, if storms sideline refinery capacity as they did in 
2005, soaring crack spreads could add another 70 cents, 
pushing prices as high as $4.75-5.00/gal. 

Output Will Lag Earlier Peak Even With New Fields

While price shocks will be temporary, further storm 
damage to Gulf oil operations will have lasting longer- 
term impacts on production in the region. Increased 
cyclonic activity in the Gulf of Mexico and weather-related 
delays in commissioning new fields mean production 
will continue to decline in the region. Even with added 
capacity from Thunder Horse this year and Shenzi, Tahiti 
and other fields in coming years, we estimate that net 
production will continue to taper off in the face of an 
over-10% depletion rate from existing offshore wells and 
less enthusiastic capital spending in the region. 

Instead of ramping up production to over 2 million barrels 
per day as once dreamed by the Departments of the 
Interior and Energy, Gulf of Mexico production is likely 
to fall to a low of a million barrels per day by 2013—a 
third lower than the region’s production prior to the 2005 
storm season (Chart 8).

Chart 8
Gulf of Mexico Oil Production Forecasts 
Still Too Rosy

Chart 6
Worst Storms for Shut-In Have All Occurred 
in Last Half-Decade
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The resurgence of stormy weather in the Gulf will soon 
have Americans looking elsewhere for future supply 
growth.

Arctic Oil, Other US Suppliers Unlikely to Make Up 
Shortfall

Despite the very steep declines that have already occurred 
in Alaskan production since the Prudhoe Bay discovery in 
the late 1960s, the Arctic is once again being touted as 
oil’s new frontier. And increasingly, that frontier is defined 
as the Arctic National Wildlife Refuge (ANWR), a 30,000 
square mile federally owned tract of Alaska coastal plain 
on the Beaufort Sea. 

Congress is currently considering opening up the refuge’s 
estimated, but still unproven, 10 billion barrels of reserves 
to development, although both presidential candidates 
are on record as opposing such a move. But even if 
development does proceed, the Department of Energy 
estimates that first flow will not occur until 2018, and 
initial first estimates from the Arctic are notorious for 
lengthy pushbacks. Moreover, it would take a minimum 
of a decade after that to reach its ultimate projected peak 
of 780,000 barrels daily (Chart 9).

Whether we will see any oil flow from that, or for 
that matter, from the other Arctic deposits in Canada, 
Greenland or Russia by 2018 remains to be seen. But it 

Chart 9
Even If Congress Approves, 
ANWR Oil Won't Flow for a Decade
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is certainly clear that no matter what policies are taken 
toward the ANWR, the region will provide no offset to 
a further decline in both Gulf of Mexico production and 
lower 48 state oil production over the next five years.

During that time, total US production is likely to decline by 
almost 600,000 barrels to 4.5 million barrels per day, with 
roughly half of that drop coming from further reductions 
in conventional production from the lower 48 states. That 
leaves no room for any demand growth over the next two 
years without increased reliance on imports.

Risks to Current Import Suppliers

Whether or not additional imports will be available 
is, at least, open to debate. Additional oil supply will 
certainly not be available from the same places that 
have historically been America’s main major suppliers 
(Chart 10). 

Imports from Mexico, currently running at almost 
one-and-a-quarter million barrels per day are likely to 
evaporate all together over the next five years. The giant 
Cantarell field, the source of nearly 40% of Mexican 
production, faces the potential loss of another 800,000 
barrels per day over that time frame. Year-on-year rates 
of decline over 30% or more in the field’s output suggest 
Mexico will soon cease to be a net oil exporter altogether 
within the next half-decade (Chart 11). 

Chart 10
Top US Crude and Oil Product Suppliers
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Nor would American energy consumers be wise to 
bank too heavily on the next largest US crude supplier, 
Venezuela. Conventional production had already started 
to decline prior to Chavez and the drop has accelerated 
under his administration. While Venezuela has oil sands, 
its deposits are deeper and more costly to develop than 
Canada’s. And unlike Canadian oil sands that are the 
recipient of billions of foreign direct investments, Chavez’ 
expropriation of foreign oil companies will keep foreign 
capital largely at bay.

A simmering civil war in the Niger Delta makes Nigeria’s 
2.5 million barrel-per-day production capacity an even 
less certain source of supply. The call for autonomy and 
sovereignty over the oil resources of the secessionist Niger 
Delta region raises the spectre of continuing violence and 
production shutdowns. Frequent guerrilla attacks, now 
extending to even newly opened offshore facilities like the 
Bonga field, have already shut in 600,000 barrels per day 
of production and are discouraging new investment.

Canada, America’s largest and closest supplier, can 
increase its production only from the oil sands. While 
industry plans call for a doubling in production from just 
over a million barrels per day during the next decade, 
lengthy delays and mounting cost overruns have become 
the norm for the now mammoth sized Canadian oil 
sands projects. And most of what is exported to the US 
market requires extensive refining to convert the fuel into 
synthetic crude.

Anyway you look at it, stormy weather makes the US 
supply outlook that much more problematic.

1 “Global Warming and Hurricanes”, NOAA, Geophysical Fluid Dynamics 

Laboratory 
2  Other new fields: Tahiti (125), Great White (100), Chinook & Cascade (80), 
Thunder Hawk (60), Neptune (50), Blind Faith (45), Phoenix (30). Bracketed 
figures denote expected peak production in thousands of barrels per day.

Chart 11
US Oil Imports From Mexico in Freefall
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McCain vs Obama: For Whom Should the TSX Cheer?
Avery Shenfeld

Canada may have an election of its own, but the US 
presidential race is already in high gear. Polls show 
another dead heat (Chart 1), so investors have to look 
at the implications of both possible outcomes. The 
conventional wisdom is that a McCain win would be 
a win for Canada and TSX equity investors. That was 
reinforced when the Republican nominee used Ottawa 
as a backdrop for a speech giving a ringing endorsement 
of free trade. But closer examination suggests that the 
conventional wisdom might be misguided.

History shows that since Eisenhower’s days, the Toronto 
equity market has performed better under Democratic 
administrations (Chart 2). The mean annual price gain 
under Democrats is a full 10%-points better than with 
the GOP in the White House, a result that is statistically 
significant and not merely due to a few outliers. All but 
four of the Toronto market’s losing years were during 
Republican administrations, and the four worst drops 
came in GOP years. 

The result is not as powerful for the S&P 500, where the 
average return over the same period is only 5% better 
in Democratic years (Chart 3), and the variance is such 
that the difference is not statistically significant. Still, 
there’s certainly no reason based on party track records 
for Canadians to see Republicans, who have always been 
the more free-trade, free-market party, as more friendly 
to the stock market.

How Unconventional Are They?

These past results would lose relevance if the two 
nominees don’t fit the pattern of earlier left-of-centre 
Democrats and conservative Republicans. Obama and, at 
least earlier in his career, McCain, have sold themselves 
as being outside the usual mold. 

But their Senate voting records tell a different story, with 
each being quite typical for their party on the broad left-

Chart 1
Polls Show Narrow Margin

Chart 2
Cdn Stocks Did Better Under Democrats

Chart 3
Democrats Give Less Edge to S&P 500

Note: Data for 1956 to 2007. Each dot represents 1 observed annual return.
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Chart 4
Senate Votes on Liberal, Conservative Causes

Chart 5
Tax Policy Revenue Losses: 2009-2018

right spectrum (Chart 4). The left-leaning Americans for 
Democratic Action ranks Senators on their floor votes for 
liberal causes. Excluding votes missed while campaigning, 
McCain sided with liberals only 17% of the time, while 
Obama was nearly 100% liberal. Similarly, the American 
Conservative Union rates Obama near the bottom, and 
McCain a reliable conservative ally, based on their Senate 
votes. Having earlier opposed Bush tax cuts, McCain is 
now an ardent upper-income tax cutter, being named 
one of the most taxpayer-friendly senators based on 
floor votes tracked by the National Taxpayers Union since 
2006.

Debt, Deficits and Stimulus

Neither candidate looks to be friendly to the bond 
market. With up to $600 bn in red ink already in the 
cards for 2009, the budget outlook over the next decade 
looks less than catastrophic only because of the unrealistic 
assumption that all of the earlier “temporary” tax cuts 
expire, and that nothing is done to prevent the alternative 
minimum tax (AMT) from smacking the middle class. 
Since McCain would make Bush’s cuts permanent, his 
plan would add $4 trillion (+ interest) to the 10-year 
deficit (Chart 5). Obama isn’t a whole lot less profligate, 
due to lower and middle class tax benefits in his program 
and his new pledge to eschew tax hikes on capital gains 
for individuals earning less than $200,000. Both have 
paid lip service to getting deficits under control, but 
neither has a detailed plan.

For equities, however, what might be needed now is 
another dose of fiscal stimulus to get the US economic 
ball rolling. Obama has called for another $1,000 rebate 

cheque per family, partly paid out of a windfall profit tax 
on energy companies. But timing is everything, and a 
stimulus package could be approved before the election 
after the summer recess. Obama also favours enhanced 
infrastructure spending, too slow in coming to help in the 
weak stage of the cycle, but a plus for Canadian materials 
transportation equipment and engineering companies. 

Free or Fair: Views on Trade 

For some of the TSX, particularly outside the resource 
sector where prices and markets are global, free 
trade access to the US market is a key issue. With the 
multilateral Doha round looking moribund, trade policy is 
likely to focus on regional pacts. Historically, a Republican 
in the White House has been a driver for such free 
trade agreements. US deals with Canada, Israel, Jordan, 
Australia, Chile, Singapore, Bahrain and Central America 
were all negotiated during a Republican presidency. 

But it was Clinton who made NAFTA passage a legislative 
priority and pushed its approval through a recalcitrant 
Congress. And as they’ve shown in the case of softwood 
lumber, Republicans have also not been shy about 
protectionism. Nor have they been particularly responsive 
to Canadian concerns that much tighter border controls 
are hampering cross-border trade.

This year’s vote pits an ardent free trader in McCain 
against a more qualified view from Obama. Their Senate 
votes back up that distinction, with the CATO Institute 
reporting that McCain was a solid proponent of free 
trade and opponent of trade-distorting subsidies, while 
Obama was in the protectionist camp in his voting record     

   Source: Tax Policy Institute
* Includes continued indexing of AMT "patch" to prevent its expansion

0

20

40

60

80

100

Amer for Democratic
Action (liberal)

Amer Conservative Union

McCain Obama

% of votes in Senate

0

1

2

3

4

5

Bush Policies
Extended*

McCain Obama

$ trillion Impact relative to letting tax cuts 
expire in 2010 and leaving AMT law 

in place



CIBC WORLD MARKETS INc.	 StrategEcon - August 29, 2008

11

(Chart 6). McCain speaks glowingly of free trade, while 
Obama talks more about “fair” trade, a position that 
accepts restraints on trade with partners that subsidize or 
eschew labour and environmental protection.

Obama threatened to “amend” NAFTA “so that it works 
for American workers.” But he has muddied the waters 
with other comments on this issue. Moreover, if the 
frictions are about differences in labour and environment 
laws, aside from the oil sands, that could end up being 
targeted at Mexico rather than Canada. Restraints on 
Mexico, and Obama’s objections to extending free trade 
access to Central America, could be a plus for Canada, in 
terms of defending the value of our NAFTA advantage in 
the share of total US imports. 

Score one for McCain, however, in his opposition to “Buy 
America” provisions that limit Canadian access in some 
state and local government contracting, a stance that 
Obama has criticized. Defense procurements can also have 
national security restrictions that favour local supply, which 
if applied more stringently, could affect Canadian businesses 
in aerospace and technology, including biodefense.

Health, Energy and Environment  

Both candidates promise to expand access to health 
insurance, but the Democrats have been more aggressive 
on that issue. While broader coverage will be a plus 
for health care spending, and therefore for Canadian 
biotechs, it could also put greater emphasis on cost 
containment, potentially through greater use of Canadian 
generics. Both candidates look to be less friendly to 
patent drug producers than the current administration. 

On energy policy, Obama would be less favourable to 
Canadian uranium stocks being an only tepid supporter 
of nuclear power, but a friend to fertilizer stocks owing to 
his support for ethanol. McCain strongly supports nuclear 
power, and opposes mandates for corn-based ethanol. An 
Obama win would hurt US “big oil” given his support for 
windfall profit taxes, but might, therefore, be a plus for 
Canadian competitors in attracting investment. 

Both slates favour a cap-and-trade system for greenhouse 
gas emissions, with the Democrats having a more 
aggressive reductions target. Either way, Canada will be 
less at risk from the economic consequences of a go-it-
alone effort that would shift activity south of the border. 
Affected sectors in Canada (airlines, utilities etc) are, 
therefore, more likely to see Canada take its own tougher 
line. Obama has issued a veiled threat to the oil sands on 
environmental grounds, but the world and the US will 
inevitably need that oil. He has softened his opposition 
to offshore drilling, and is no longer as threatening 
to TSX firms with interests in that sector. McCain has 
spoken positively about the benefits of relying more on its 
NAFTA partners for energy supplies, so at least initially, his 
election would be judged a plus for Canada’s oil sector.

McCain is a friend of coal, pledging huge funding for 
“clean coal” technology development, although Obama 
also includes low-emission coal among strategies to be 
supported. Canadian companies active in solar, hydro and 
other renewables will be keeping their fingers crossed for 
Obama, who promises targets and tax support for zero-
emissions electricity generation.

Canadian auto parts makers may also be quietly cheering 
for Obama, who favours aid to their Big-3 customers to 
help them re-tool to produce more fuel efficient vehicles. 
Being tough on fuel economy standards will be a moot 
point, as market demand makes such a shift inevitable in 
a world of high gas prices.

There are lots of reasons why many Americans investing 
in US stocks could welcome a McCain victory, including 
greater Democrat support for unions and higher minimum 
wages, and Republican backing for lower taxes on capital 
gains. But in some cases, Canada’s competitive position 
is improved by a less pro-business environment stateside. 
Canadians will be watching to see if, as is rumoured, 
Obama’s threat to NAFTA is more talk that substance, 
but otherwise, the Toronto equity market would seem to 
have little to fear from a change in the party in charge at 
the White House.

Chart 6
Voting Record on Trade Barriers, Subsidies

Source: CATO Institute
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We’ve made no significant changes to our Canadian macro outlook over the past month, as this document 
went to press ahead of the release of Q2 GDP data. The external environment is the major risk to growth, 
and on that score, negative news from overseas has been countered by brighter news on the US.

We raised Q3 to a low positive growth print after strong readings from durable orders that suggested both 
exports and capital spending will be stronger than we anticipated. But we made an offsetting downward 
revision to Q4, expecting a rebound in gasoline prices to sap consumer spending power. Still, after Q2’s growth 
pop, even a flat second-half won’t open up enough slack to counter inflation risks. 

CANADA 08Q2A/F 08Q3F 08Q4F 09Q1F 2007 2008F 2009F

Real GDP Growth (AR) 0.7 1.3 2.6 2.4 2.7 1.1 2.1

Real Final Domestic Demand (AR) 3.2 3.1 3.0 3.4 4.2 3.9 3.1

All Items CPI Inflation (Y/Y) 2.4 3.3 3.9 4.3 2.1 2.8 3.9

Core CPI Ex Indirect Taxes (Y/Y) 1.5 1.7 2.4 2.4 2.1 1.7 2.3

Unemployment Rate (%) 6.1 6.2 6.5 6.4 6.0 6.2 6.3

U.S.

Real GDP Growth (AR) 3.3 0.7 0.1 2.2 2.0 1.8 1.6

Real Final Sales (AR) 4.8 -1.1 0.3 1.4 2.4 1.9 1.3

All Items CPI Inflation (Y/Y) 5.5 5.5 5.6 6.0 2.9 4.9 4.9

Core CPI Inflation (Y/Y) 2.3 2.6 2.7 2.9 2.3 2.5 3.0

Unemployment Rate (%) 5.3 5.8 6.0 6.1 4.6 5.5 5.8


